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INTRODUGTION

It is abundantly clear that the Sovielt communist
threat to the security of the free world cannot be removed
at this ﬁime through the processes of negotiatlien, The
principal hbpe of averiing global war, short of comclete
subjection to Soviet communist alims, lles in the bullcling
of greaﬁrmilitary and eccnomlc strength in the free world
relative %o that of the Soviet orblt.

The creation of sunerlior strength in the free woerld,
relative to thot of the chletacemmuﬁist world, reaulres
the adontion of two kinds of measurss: posltive messures
in the free world tc build up 1ts armed forces and increase
ite production of goods =nd services and strengthen 1is
political frameworhk; and negative measurs2s to 1lmlt o
slow down‘the‘growth of the Soviet bloc war potentlal,
to llmit its production of goods and services, and
weaken 1ts internsl political tles. Short of oren warfure,

the negative measures in the economic fleld must consist

3

largely of controls imvwosed by the free world on l1ts trale
ard financial relatlionships with the Soviet crblt with‘the
ot jective of impeding to the grestest possible extent
Sovietacommunist avcess o outslide sconomle rescurces,
Additional messures for weakening the economic potentlal of

the Scviet bDloo ar: undey congideratlion by the gpnrorrinie
) ¥ )

agencics of the Goverinedt. Pecevse of thelr securlty

aoancser ere net irciluded In this roport,

v de e e
sgpests thas

&

Az Lhe
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As the threat of Soviet aggression has grown, the

United States, and under i1ts leadershin other laportant
nations of the free world, have brogressively adopted

StrOnger and stronger measures, both positively to bulld

up their own streength and negatively to reduce the

¥ b
pl ‘ : i

strength of the Sowist orbit, The establishment of the <
* _ Norsh Atlantic Treaty Organlzation, the Eurcopean Recovery .

¥

v ﬁ%ogramg and improvedl Lnternational relatlonshins 1in the

fields ¢f trade, finance and economic development, have

helped constructively to create strength in the free

world., tegetive nmeasures to impalr the Soviet war

|
i+

potential begran with the imposition by the United States,

x
lz
l"i

in March 1948, of export restrictions or prohibltlone
on the shirment of strategic godds to the Soviet Unlon
and the sstellite countries of Eastern Europe. In the
following months and yesrs these controls were pro-

gressively tlghtened, and, through international negctl-

ation, were extended %to cover exports of similar items

from YesSern Buropean countries, Today, an lmportant

segment of the free world's exvorte to Soviet-Gominated
arcas hzs been prohibited or brought under control.

The invasion of South Korea by communlet forcés

L

has served as an unmistakable warning to the free world
that 1t must acgelerate its efforts to develep a preponderance

of militsory and economiec strength over that of the Soviet

bloce
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bloc, ‘The defense mobillization vrogrsm of the Unlted States
and “Yestern Eurove is a consiructive response to this warnling.
‘It is also necessary to step up our efforts to impalr

~the strength of the Soviet world through the intensiflcation

¥,

or extension of controls over its trade and financial
relationships with outside asreas, The objecﬁ must be to
do the'greatest amount of damage to the Soviet economle
machine on whlch its milltary power depends, with the leasi
amount of damage to the economy and political unity of the
free world.

The rresent report has bezen prepared with a view %o
recommending the measures which spould now be adopted,
or continued, to weaken the economy of the Soviet bloc
consistently wlith the objective of bullding greater
economic strength ln the free world.

] As a basis for 1ts conclusions (Part I) and recom-
mendations (Part IXI), the report in Part III surveys the
vulnerabllity of the Soviet bloc to western economic
controls, analyzes the position of the free world
countiries 1n‘their trade with the Soviet bloc, aﬁd examines
the‘effectiveness and practicabllity cof varlous'control
technlcgues that are avallable,

PART I
REBULTS OF ANALYSIS

1. The ecbnomy of the Soviet bloc ls, to a large
extent, free fmm dependence on trading reiationships with

the non=Soviet

Approved For Release 2000/08/29 : CIA-RDP79-01143A000400110002-5




Approved For Release 2000/08/29 CIARBP79-01143A000400110002-5
the non=Soviet worldp Segments of 1ts economy, however,
and perticularly sbme closely related to the ware-making
potentlal, are vulnerable to.external pressures, These
vulnefable spots are, broadly speaking, in the flelds of
machlnery and equipment, precision tools, ball bearlings,
glectronics, certsln non-ferrous metaleg, rubber and certaln
grades of essential minerals., Although the build-up of the
Soviet war potential can of course be most effectiVeiy hampered
through an enforced complete cessation of economic relations
with the non-Soviet world, however, selective controls directed
at vulnerable spots can achleve substantislly all of the
desiﬁed resul 8,

2. HMany countries of the free world are dependent in
varying degrees on trade with the Soviet bloc. Complete
stonpage of'this trade would result in serlous economlc v
dislocations, particularly among the countrles of Yestern

Europe. These dlislocations could be mitlgated to some

X

extent by gradual readjustments which would retulre the
develcpment of alternntive scurces of supply and the
reorientation of certain Yestern European marketes to absorb
goods now moving to the East. These readlustments may well
reculre addltionel financial and material assistsnce from
the United States, as well as arrangements to ensure ecultable
distribution of goods in short supply°

3. The effectiveness of external vressures on the

Soviet bloc will, to a large extent, depend upon the degree

of cooneration of the members of the non-Soviet world, 1In

this
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this connection, many lines cf acuvion on the econemlc front
are possible durlng a state of omen wsrfare that cannot be
followed effectively in a "eray veriod", For example, the
enforeement of a complete cessation of economic relaticns

¥ r2quires resort to such belligerent acts as blockade and
contreband control. The United Stzzes connot at this time
obtain sufficient coouveration among lhe other non=Soviet
powers to make such a policy effective, and 1f the United
States should atitempt to emplcy &1l possible measures of
persuasicn it would allenéte imporlant aliles, nresent and
potential, and weaken the rolitical framework of the free
world.

4. The princi§a1 natlons of the non-Soviet world will,
however, cooperate in a series of measures, short of full-
scale economlc werfare, which can raterially retard the
bullding of the Soviet war potentlsl. Some of the neutral
countries willl no% narticipate fully, but to some extent
theirilack of cooperaticn can be offset by apecialrmeasuresg
It is lmportant, however, in order to retain the collaboration

of other countries, to make clear to them that oup policies

and programs are closely relsted to retardlng the building

of the Soviet war potential and also to make clear the reasons
o) A

for any proposed changes in policles, progrems op tecnnlqgea,
5. As many of the meazsures employed in World VWar II

to damage the German war economny are of 11mited‘usefulness

against the relstively self-sufficient Sovied bloc, new

techniques.for explolting the latter's weaknesses should

ApDrovEa REY RBkLYe S686E20 | EHERPPFEVIUSHIDBAGAVAG-be designed

not only,




(=4 Tilled
Appfo"ved For Release 2000/08/29 : CIA-RDB79-01143A000400110002-5
not only to weaken the Soviet war-making potentisl, but
also to lncrease stralns in relations within the Soviet
Ploc. Because‘of thelr security asnects, certsin technicues
in this rarticular fleld should be closely guarded and not

deeslt with directly as part of the more troditional measures.

s

6, Plans should be formulated and made ready for
implementatlon to deal withla situatién cf full-gcale
economic warfare in the event the Soviet bloc}initiatés
such a pclicy, or ln the event ihst develorments make
it advisablé‘for the non=-Soviet world to adovt this course.

7. The economic strength and cahesivenesé of the free
world vwill determine, in large measure, 1ts willingness and
abllity to tske adequate measufes spainst the Soviet bloc,
Accordingly, the various aspecte of cur forelgn econcmic

'_ polley which are almed at the pesitive goal of bullding

free world strength should be adepted Lo the present situ-

ation and augmented. Among the oro: rems vhich lend them-
selves to thls objlective, and which can be utilized to

develop the alternative sources of supply reférred to in

1 YT -

naragrsph 2 above, are our various loan and gradt programs,
Point IV, and the progrsms for trade barrier reduction in

the free world.

O —
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PART IT
RECOMYMENDATIONS

- 1s not nossible to make final reccommendations
coverling the entire subject under review without fufther
study and consultation wlth other agencies.of the Government,
‘However, the following recommendrtions are submitted with

-4 view to setting & pattern for immedirte actlon and

establishing machineéry for carrying forward the consideration

‘and development of policles and programs. Because of the
interests of certcin other departments and agencles of the
Governmenf in this subjlect, and because some aspects of 1t
have been before the National Security Council, it is
suggested that these recommendntions be referred to the
Council for review and considerstionrby it and other

aphronriate devartments and agencles,

A = RECOMEENDATIONS ON SUBSTANTIVE MEASURES
Export Controls '

1, The U,S, Govermamt should, nending further develop—
mente in the U.N,, continue to nrohibit all exports to
communist China, Manchuris and North Korea, but should apply
liceneing éontrols so}és to permit Hoﬁg Kong and’Macao to
kprocure from U,S5, sources impor te for 1oca1 uses and for
\tranénshipmentvto non=-communist destinatsicns,

2, ine U.S. Government should extend 1lts presént
export licensing system over trade with the Soviet Union
and 1ts Eastern Luro*ean satellites by recuirlng an export
‘1icense for all products vroposed for shiprment to these
: Approved For Release 2000/08/29 : CIA-RDP79-01143A000400110002-5 areaa, ‘
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~areas, In licensing such exports, the United States chould
continue to prohiblt exports of all items of significance
in the atomic energy fleld, all arms, munitions and implements

of war, all items which are dstermined to be in short supply,

)

and all items which if exported in any cuantity would cone=
~tribute to the Soviet wrr notential (the so-called I and I-aA
liste), The U,S, should normally deny the issuance of licenses
for 211 items vhich if exvorted in substantial ouantities,
‘would contribute to.the Soviet war potential (the so-called
I-B llst)0 All other i1tems should be kept under constant
surveillance through the comvrehensive licensing system
recomrended above, Specific items ghould be-added 10 the
1ist of commoditles which are restricted or prbhibited
(I, I-A or I-B lists) on a selectlive basls and in accordance
- with established rrocedures and exlisting critéria for control,
whenever such actlon is Justified for short supply or securlty
reasomn o \
3« The U.S, Governmen’ should prohibit or restrict,
on a case-by-case basiéa shipments of important strategic
goods to friendly countrles, in accordance with policles
and procedures which have been lald down by the National
Security Councll, vhenever necessaory to prevent the frustration
of U.S. s8ecurlty export controls or the misuse of 1.S,
economic or financial asslstance snd vhen such actlon would
not endanger other U.S, security objectives of ecual or
greater importaﬁce° The UesS. over-all security objlectives
sliould be contfolling in the imrlementation of Section 117(d)

Approée*a ﬁmamm}mmmmmq4eﬂom1mw Public Law
843,
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- §
843, Seétion 1304 {the Canncn Amendment),
4, The U,5, Goverﬁment should continue to provide
vigorous leadership in the expansion and strengthening

of the security exvort controls of the Western Eurowvean

=)

countries, recognlzing however th-t considerations of

' - pollitical feaslbility, military risk and economic cost

| make 1t undesirable to press for European controls bompletely
barallel to those exercised by the U.S. The U.S, should
continue to npress for (a) emhargo.té the Scviet bloc of
scarce materials or eculpment needed for Vestern defense
proprams9 (b).international arrecment to embrrgo or limit
shipments of adﬂltlohal goods whlch’aré not yet fully
contrelled but leve been recognized by most 'estern European
countries to be of strpteglc impor t=nce, (c¢) more effective
international sontrols over trans%ehipmentﬁ and illegal
trade, (4) maximum coomeration by countrieqa such as Sweden
and Switzerland, which do not at present narticinate in
multilateral export control arrangements, (e) measures to
minimlize past and future trade agreement commitments td sunply
goods of strategic lmpor tance, (f) measures to promote
coordination smong the Wegtern European countries in their
trade agreément negotiations with the East, and (g) improved
orgnizational arrangements in the Coorﬂinating‘Committee |
in Paris (COCOM) and in the NATO to further these objectlives,

5¢ The U, So should scek the cooperation of the American

: Henub’icaand where necessary that of other countries in

apulying exnort controls to direct shipments and tranau

Apprcﬂbﬂrﬁm Reieate 200@081:291@1#-3[15’6’ S 14200948¢1 19@9%:5egic signifl cance

or in short sunplv.
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6. The U.S. Government, in 1ight of the Chinese
Communist aggraession in Kore ., should oress for the
application of effective con rols on exports to China

by the maximum number of cou triecg. Thia effort should

L)

be related to any action by he U.S. to nress for UsNo
agreement to imnose ecolomic ssnctions on Chinae Our
objective should be conirols vhich could be aﬁnlied willingly
by the maximum number of countries. It}is likely that

agreement through U.N. channels could best be obteined to

probiblt a list of goods ineluvding arms, ammunition and

impleme nta of war, netroleum, aid induetrial equipment
ugeful 1ln producing wapr materlale,
7o Multilateral arrangements among free vorld

countrles for the eauitable distribution of materials in g

éhcrt supnly ghould be used by the UsS8y to the grentest

practicable extent, to deny or limit shipment to the Soviet

bloc, |

Praeclusive Operations «— M}m Mwm
-8, Arrangements for the rrocurems=nt of 'commoditiecs

1nvshort sﬁpplyg such ags governrent-to-government nurchase

'agreementaa should be deslgned in such a way as to deny

or 1imit shipments to the Soviet bloe, to the extent that

this would not interfere with the 5r1mary nrocurensnt nrurpcse

of the arrangement.

9. To the extent thrt alloecation and normal nurchase
mechanisme do not sufficiently 1imit m terials to the Soviet

bloc in which the bloc is valnerable, the United States,

Arioyed Fos Releps 208908/23 CHAROPT S 143A004001MNAE encage
unilaterally
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unilaterally'or Jointly in covert preclusive fuying and
'the rreempntion of proﬂuctive faclllities to achleve this
oblective., Precluslive buying oncrations should concentrate
in the first instance on ~uch items as industrial dlamonds,

Jevel bearings and mlca, rather than bulk items. Efforts

T

at the nreempticn of industrial capacity should be directed
primarily at capsclty canable of vroducing critical manufactured

vroducts in countries which do not voluntarily rrohibit the

movement of these products to the Soviet bloec.
Financial Messures

10, - The Strategy Board referred to under Section B
of these recommendetions should determine the noint at
which export controls leove become s0 restrictive and other
economic and nolitical relations so curtesiled tha®t blocking
of the dollare and dollar trrnsactions of the USSR‘and gsatels
lites uould dbe apnr&nriateo If this Government decideé& that
export controls should be omerated in such a way as to
constitute ln essence a trndé embargo, very serious consldera-
tion should be ¢iven ﬁo the imrosiilon of blocking controls
unless there are clenr nollcy reascns for withholding such
action, |

11, With respect to gold, 1t 1s recommended that the
Treasury continue to study this subject with a viéw to
evaluating measures of international collaboration which
might prove fruitful in reducing the.ability of the So#iet
bloc to utilize Fold? to be applied st such time as the

decislon is made to undertrke financiel contrbls of this

AppriU&T BEFREIRase 2000/08/29 : CIA-RDP79-01143A000400110002-5
; Black Ligting

AN W WY T W W T T R T T TY  E— T W W S_—, —_— R fm‘uqx‘“ TR "y



o mt ™ et 18
ravtfoosdhotio et s Sy

Approved For Release 2000/08/29 Cla- R_RPZQ -01143A000400110002-5

Black listing

[

12, It would be undeslirable a2t this time to publish
a "black 1list" or "proclaimed 1lat.* However, to assist
in tightening the enforcement of existing export and other
controls an” as a nrellminary step in rreparing a more formal
"black list¥, arrangements should be made to develop a
centralized file of informatlon on 1hd1v1duals,ufi£?s aQ&

A

corvoratlone suspected of evadlng such United State%\controls

as are from time to tlme 1n effect,

13s The deterninatlor of the posslble desirabllity
of vublishing a "black 1ist" at a later date should be msde
only after careful conslderation by the Strategy Beard
referred to under Section B of these recommendations,
Technology |

14, The U.S. should strengthen 1ts security controls
over U.S. vlants and factories employlng advanced technologlcal
processes te nrevent access by unauthorized personse

15, The U.3. should nress for more effective action
by COCOM countries to implement their agreement that "the
object of the embargo or quantltatlve controls should not
be defeated by the export of technlical assistance, design
date, manufacturing technique, and specialized tools for
meking any controlled itoems,"®

18, The U,S. should consider the feasibility and
effectivensss of an embargo on the &xport of technical datsa
to the Soviet bloe, having in mind the fact that the U.S. »
recelves some technloal and sclentific periodicale from the ¢

Us.S.8.R. of 1imlit %
Approved For Release 3‘000/087% j'cnlAel%l%ijﬁaL $efasRBSE 001 160h3 e need for
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cooperative action by other countrles,
'Shipping ‘

17, The U.S, should seck ccordinated actlon on the
part of the important maritime nowers to nrgpibit the
carriage of goods on International List 1 to Soviet Bloc

destinationa.

18, The U,S. should establich a system for current
reporting on stocks of important materlals in South and
Southeast Agla in order to be Trenared to move them nromptly
to‘safe areas should the nesd arise.

19, The U.S. should explore the feasibility and
desirability of ingtlituting, 1n ccoreration with other
major maritime powers, a system of shlp warrants and of
control over the lssuance of ship stores in ald of our

cohtrola on the movement of rrohibited goods,

Development of Alternative Sources of Suvply _

20, The sppropriate agencles of the Govermment should
expedite conslderaticn of measns for develoning alternative
sources of supply of goods and materials needed by the free
countrles of the vorld and now obtained by them from the

Soviet bloc.
‘B = RECOMMENDATIONS AS TO ORGANIZATION

Approved For Release 2000/08/29 : CIA-RDP79-01143A000400110002-5
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PART III

Bagsg for Corclugions snd Recommondations

A = VULNTRABILITY OF TIE_SOVIET BLOC TO RAISTING AND TIGITENED
| WEGTFIN ECONOMIC_CONTROLS

T réaaaassing the w.lnarabilify of the Sovied b‘i@c; the
Depai’t«men*ﬁ of State has had acecess to the intelligence reports of
the Dsfémse Establiehment and other relovant sources, It is be=
liév& that the resulting estimate, st forth in sumery form be=
low and in greator deteil in Appendix A, represonts tho bestb Judge
ment of the United States Governmsnt, O/ R PopnT

The_Soviel Policy of SelfwSufficiency

The Scviet bloe hes alvaye pureued a deliborate policy of roe

dueling to a ninimum 1%s vulnorability to outside econcric pressures,

- Not only doss the Sovict Union have oxtensive natural ‘msmes
tut each of the FivewYear Plansz has had as 2 principal ﬁbjective the
building up Soviet produetive gapaelly in coficient atvas, aven at
the cost Gf great wastoge of Tosourcos end ensygies, The USSR 1s
today capsble of mesting withinm it own boundaries the bulk of its
6parating requirements in wvery major area of preduction, Where
shorﬁges of particular commoditiss contirue o exlst, o systematis
attenpt has boen mads w proﬁde a cushion againat an interzuption
of outside mﬁl:leg through extensive stockpiling,

Soviet

- ‘ SLCRIL T
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Soviet emphasis on self-sufficiency has been extendsd to the
satellite countries; although the dependenice of these countries on
the West remains substontially greater than that of the USSR itself

URIE BREE TN S T ——

this dependemca has been greatly reduced as cowmpared with prewar,

N The ‘Chinese Commumists have given every indication that thay
too will follow a policy of ;enfomad econamie isolation fyrom the
Weatorn world, However, factors of geography and oconomie structure
serlously resirict the degree to which China can be integrated with
the rest of the Soviet bloc, |
The Nature and Extent of Sovieg Sphere Vulnora‘oilig

Dasp:!.ﬁe stronuous efforts to devalop salf-wfﬁciemy, the Soviet
bloc is still dependen‘b to an important degrea on the l'eat for the
rate at which it can sustain its long-tem growlh, The Soviet Union

- 4tself, most of the Buropean satellites, and China, are in relatively
early stages of industrialization, All of them need from abroad
indusirial equipment, especially high quality machines and instruments »
some vital raw materiols and semi-finished goods, "pilot plants®, and

tochmologiesl information,

The Soviet Union and its satellites are also short of a mumber
of conmod:lties that are nacessa.ry for the opemtion of their economies
at the curren'h level, While substantial s'bockpilea of these comodities
have beén tuilt up (probably in most caséa at lsast a year's require-
ments), the relief that_t.hege would offer in case of en inmterruption
of imports would be temporary, |

The entire
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The entire bloe constantly needs replacement parts for the
vast amount of foreign equipment sequired ia former years, It
is eatimaﬁed that appm:dmately 35 percent of the machine tools
in operation in the USSR s3a western built, The bulk of this

TR CTREE e T

3 | equipment is now over five years old end is alveady begimning to
present serious maintenance problems becsuse of lack of 5pare
parts The problam is further complica'hed becanse most of this
equipment is of an espeeially complox e, obtained from abroad
beeause of Soviet inability to produce it domestic&‘l.ly' For
exampla, it is estimated that 75 percent of Scviet apecialized .
maehine tools are of foreign make, The constently growing spare

parts problem is therefore concentrated in the weakest and most
importent sector of the Soviet-orbit industrial establishment,
The importence that the USSR and its satellites attach to the
- continuation of supplies from abroad is directly evidenced in a

mmber of vays., It is estimated that in 1950 the USSR and its
satellites, including China, importsd roughly $1.7 billion worth
of goods from the outside world, Although this amount is 1ittle
more than 1 percent of the aggregate output of the Séviet bleoe, it
consisted with few excoptions of if{oms essential for military pre-
paradness and for the expansion of the industrial base of the

TR 2 T T T "

eastern comntries, It included, in particular, prototypes which
embody Vestern technical improvement, | )

Amther indication of the importance of supplies from the West
is the fact that the USSR and its satellites have shown great official

. sonsitivity
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gensitiviiy over weshern oxport contyel nolicies. Horeover, they
have made stremuons effixria to obfeln eontrelled 1iama, Irregular

and ecovert capinrard ghirmente heave cszoned largs provmoriionz apd

range from coniplicawd third country dosls, utilizing frequently

) the fasllisles of free ports, to smugyling In knapsceks. Sueh i

ports ave xz%assmﬂy enpsnieive bageuse of sircuitous hauls, price
govgling, snd middlemms comnlselons and thorofore st tvongly indicate

rrecsing Soviet end santellite nceds,

Speaific Vulnerability Turgebs

Existing controle aver cxpofts to the Soviet iloc ere aimed
ad ourtailing currvent produchtlion and development prospects, The

nosS recent vulnerabilily studies vwhich in the main confirm the

aseuracy of the decisions on vhich existing controls are based, inw

dieatie that the Scviet bloe is most vulnerable from this: viewpndnt
in the follewing commoditiess Swedlsk f{ron ore, on vhich satellits
stenl cutput depends unless end urtil veconversion to Sowlet o'ma
and alloy metals
esnh be effected; alloy steel /including nickel tut not a:xcluding
menzonese and chrome; ting copper; industrial dizmonds and gemsg
plezoeelectrie quarts; sulphur, pyrites, and sulphurie acid;
‘special types of graphite, mica, esbestos e':d their ménuféctumsg
netural rubber, of which the bloe has stoclpdlos sufficient for
only ore or two years; ball and rellor beerings, including high=
grade bearing steels and perts; elecironic gquipznen’é, ineluding
materials and componsnt partss abwasives, caspeclally critiecal
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grain sizes; all types of mﬂMnt partas for equipment previously
acquired by the Soviet bloc in the West.

’ In addition to the foregoing, the contimmtion, or institution
vhere necessary of an ezx;‘ba:ego on the export of the following commo-
dities to the Soviet hloc would substantially impair ability to
raise production above existing levels: equipment for petroleum
explora‘hion, drilling, and refinirig, especially certain crueial
components, such4 as drills; power generating hequipient; anti-friction
bearing producing equipment; machine tcols (principally complex,
specialized and automatic types); precision instruments and testing
equipment; complete plants of all types, but egpecially chemical
plants, steel and slunimm mills, and tuilding materlals plants;

B
:
}
:

“r

‘blast furnace equipment and olectric furnaces; laboratory eqpipnent,
and vesséla and dhartering services, ‘
Sgviet A tment to an BEm

In part, the USSR and its satellites would be able to counter
a wastsrn ambargc of these commodities, A widespread net of more
or less covert trade channels has becn developed in recent years
through which the Soviet bloc contimues to obtain products on

Western control lists, However, the volume, could be reduced to
a significant extent if full cooperation of the major non-Soviet

produeera wore secured,
| In those

E
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In those c_aseé vhere it became impossible for the Soviet hloe
to procure vitally needad imports soﬁe cozpansating internal adjust-
 ments could be made, Labor, fabricating facilities, snd materfals
could bs reallocated and synthetics and substitutes eould be utilized;
but such measures could only partially offset the damage resulting
from Western irade restrictions, Since Soviet plans in allocating

- resources already glve top priority to the development of capacity
for military production and heavyindnstzy as opposed to oonsmm:a“
goods, reallocation of prioritiss can only taks place within an
alraacb narroved srea, Furthermore, a scarcity is so goneral through-
out the Soviet sphere that there is tut a small cushion for adjuste
ment, particularly if a mmber of comodities are involved simle
tansously.,

Despite Soviet counter-moasures, a contyol program encompassing
the commodities listed above and receiving the mp@rb of at least
the major western producers would impair current production and
make difficult the fulfillment of existing plans, In .'hhe USSR and
the Buropean satellites, especially the latter, a lower standard of
living would be foreed on the peopls, Soviet domination of its
Bastern Buropean satellites vould permit the USSR to essign 1teelf
priority on eritical ltems of mitual interest without weskening
Soviet contrel, |

With réapect to China, elimination of a substantial part of
thé $£3.0 =« $350 nillion of imports received in 1950 wm;J.d have

| | relatively‘

| E
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relatively little over-all economic impact, While such a move
would severely affsct the "modern sector" of the eccnomy, the
‘Chinese Communists do nmot depend vitally or this sector for maintensnce
of an operating administration or for support of their military and
police establishment,

The ﬁSSR, and even more the European satellites and China,
would find it difficult to carry out thoir plans for rapid, balanced
development of thelr economies, The Soviet bloc®s potentiel to wage
& prolonged war of attrition would be considerably impaired "but the
capebility of the Soviet Unicn to conduet a géneral wer of limited
duration would not to materially affested, |

B = ECONOMIC AND POLITICAL ASPECTS OF TRADE OF NON-SOVIET COUNTRIES
: WITH THE SOVIET

The problems of the individual non-Soviet countries in cur-
talling or embergoing trade with the Soviet bloe vary widaly, Some
of these pro'b."L_‘ems are essentially econcmic; some esé‘eﬁtially ﬁpliticalo
7’"’1;@:,% depends in good part on how heavily the country relies
on the tlee as & market for its goods or as a._soume for tha materials
it needs, Much depends also on the internal political complexion
of tﬁg eomtr&; a strong indigenous Commmist pa.rty,, a tradition of
mcessful neutrality, or a distrust q‘if colonial powers can be colle
tmlling considerations, - v | |

The summary that follows 1ndicatee simply theAran‘ga §f these
protilens, The degree of independence betwoen the Soviet and non-Soviet

worlds
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worlds is considered in more detail in the analysis (atitached as
appendix B) prepared by ths Economie Cooperation Mmirdstration in

. close cooporation with the Departments of State, and
 Economie Aspacts
For the United States, the economic -pzwoblems of terminating
Wrade vith the Soviet bloc are almost inegignificant; cur trade with

i e R bl R

the entire bloe, never very lerge, hes already dwindled as a resvlt
~ of export and funds controls, to a point where it no longer has
mich importance to either side, Our strategic imports consist of
some mangenese and tungsten, for which alternative soureces would
have to be found, Cenada®s position is much 1like the United Sté:tes;
her chief problem would be the loas of the Chiness mexket for a
fange of produets which, for thev‘raost paxrt, could easily be absorbed
in the West, Latin Auerica®s probloze slso would be rarginal; sha
would havs to forego moderate amcunt.; of C:.sseh manmufactured produets
vwhich she might have scme difi‘ie’alw rep...ac.ng fron wéstern souress,
The central pmblems of Esst-llcut $rads lie largely in Westesm
Burope fron which the Soviet bloe derives the largest part of its
imported falricated products, For Western Europs the sudden loss
of all East-test trade would bs a serious blow to eeonomic recoveryol
This aree would lose important food an& raw material items, The
industries

I, For a detalled anslysis of the eccumomic problema assoelated .
with a termination of Eastlest trade, see Appemdix B, partieularly
Parts III and IV,
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industries of Sweden, Austria and Demmark would be ezippled if they
could not replacé the cqal they nov zeceive from Poland and
~ Czechoslovaklag Sweden and Austria would lose 15 per cent of their
total energy supply, Demmark 22 per eent, Sweden would also have
%o replace its entire potesh supply, now obtained from Dastesn -
Germany , | The United Kingdom would be hard-hit; it receives 30 per cent
of its coarse grain imporis from the Soviet Unjon, 20 per cent of ite
timber from the Soviet bloe and an added 35 per cent from Finlsnd,
and & significant amount of 1ts acutely inadequate meat supplies from
Polend end the USSR, Most of the Weatern Europesn countries would
suffer some losg In wood-pulp, the total Mt for the group as a
whole being quite large, » ,
Western Gormany’s losses in being ecut. of{ from the bloc would
be perticularly beavy, partly because of her clowe. ties with Eastern
Germeny, The artificisl separation of these %wo areas by the pﬁesent
bmzndaries, if completed by an embargo, would compel painful -  ade
juswants in trads relationa of all kinds, Woest Berlin is a particu-
larly difficult aspsct of the problem wmf:mnting all of I;Ioatem
Germany, | | N
Western Burope’s reliomce on the Soviet ilos sa & market is a
 less importsnt problem then its relianece on the bloe for rew materisls,
- Nevertheless, some sogments of Western Europe’s éxport industry would
have difficulty in finding aslternative markets, The Icelandic fishing
industry, for example, which now relies on the Soviet bloc as a ma}lor

m&rket,
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market, would have 1ittle chance tc 80ll its product in the highly
protocted marke'ﬁs of the Western worlds and some ssgments of Western
Burope?s agriculture would suffer for the sams reason, In addition,
machinery producers of the West who have ovders in process being
produeed to Soviet spscifications would have a difficult transitional
predlem of liquidating this liability,

- Outside Western Furope, the principal economie problems are im
those comtries of ths Neer and Fay East which border on the Soviet
btlec, Iram, vhich supplies the bloe with ingignifiecant amounts of
same stratogie items such &s wool, relies heavily o the Soyiet Union
to absorb the otherviss wmarketahle agrfculturel surpluses of its
mortiesn provinces, Afghanistan vhich also contributes to the
Soviat wool supply, depends on the Soviet hloc to supnly it with
ite vital gesoline requirements, hnng Kong's population 4is largely
suployed by 1ta antrepot and proceeeing trade with Commintst China,
Japmebtmpaﬂofltsvim coclneedsfm&xma. In sach of
theae casss, the pmhlam is insignifieant in doller %erms but important,
or even srucial, wheR Eoesured by 1ts effect on the soonomie life of
the non-Soviet country 1t affeets,
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Politlical Asrvects

The extent of the rolitical vroblems of any
country in curtalling or terminatlng trade with the
Soviet bloc denends in rart on the scone of the eco-

nomic =roblems that such & move would create. In the

e

United States, Canada and Latlin aAmerica, where no
signiricant economic interests rre involved in a
termination of Eest-West trade, rubllic oninion 1is no
obstacle to 1ts terminption. 1In Westerd Burore, where
each successive step in exnort control has been raral-
}eled by a shrinkage in the volume of essentlal com-
modities rcceived from the Soviet bloc, there 1s
widegrread concern over stens which will cut further
into these surmmlles.

But the economic imnaci alone ﬂoes4not determine
nollitical reactidns and in some countrles it is of
seqondary imuortance., In some Western buronean coun-
trles, such as Fr-nce and Italy, there are large
indigenous communist varties strongly reoresented 1in
the varliaments znd vociferous in their onposlitlion

to ahy move directed agalnst the Soviet Union. In

» Sweden and Swltzerland_a nolicy of sUc#escful neuvtral-
1ty during Yorld Yer Ii 1s deerly 1mbeﬁded in the -ubliec
mind. To a greater or les~ degree throughout Western
Eurone, there is a wldesrread reluctance to weaken
further the few remaining tles with the éaﬁellite

countries,
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countries, varticularly Poland and Czechoslovakila.

And throughout the =2rea, the reslization that a war

would turn Western Eurone once more into a battle-

ground nervades all v»olitical declisions., These are
o - imvmortant limliting factors dn the degree to which
the Yestern EuPOheén countries will go ih curtalling
trade, =nd 1t 1s therefore not vractical for the
U.5. to seek full narallel action,

Outside Yestern Eurone, the nolitical “roblemé
agsoclated with curtallihg Soviet trade have an even
deeper significance and impose even greater limita-
tiops. The pecnle of the Arab couniries and of Indis,
Indbnesla and Geyloh are unwllling %o be ldentified
too closely with the western world. This basic atti-
tude resulte in part from a reaction against the
earlier politicai domination of these areas by the
Western powers and reflects the recent growth of
strong natipnélism throughout the area. In Ind;a,
Pgkistan, Indonesla and other countrles of the Far
East, it reflects also the strong attraction exercised

over the neonles by their communist neighbors,
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C - TECERIQUES FOR DENYING RESQURCES TO THE SOVIET BLOC

F
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Whenever the Soviet bloc atiemnts to cbtaln re-
gources from the free world, it 1s vulneratle at three

@) 7
and 1t must arrange transnortation to move them to the rjf(?

stens in 1te efforte: 1t muct find a source of the goods; E;
Soviet bloec. Most measures intended to control or to
deny goods to the Scvlet bloc are directed at one or
another df these three critical noints. Accordingly,

the summary and aporalsal of these measures which fol=

iows dilscusses the controls at each of these nolnta.
The rrinclpal tynes of action which can be teken to
deny goods st source are: comnlete embérgo, selective
export controls, and preclusive onersations, ineluding
intergovernméntal nurchase arrangements, allocation
schemes; and undercovser nurchases, These are consld-
ered sepndarately below. Following them, messures to
contrel fuhds are dlscus~ed, and then measures directed
at the transvwort of goods. The queation of control of-
technology 18 also considered, since only Ly this de-
vice is it rossible to accentuate vhat is elready the
greatest single strategic shortage in the Soviet bloc,
8killed mannower. Lastly, the relationship between
these measures and certain of dur nositive nrograms
for developing the economié strength of the West is
consldered. '

1. Complete
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1. Complete Embargo
The basic question in this entire field is whether

- the United States stands to galn more by advocating e
: complete severance of economic relations between the
Soviet and non=Soviet worlds than it does by pursulng
and advocating a nolicy of selective controls. In
deciding between the two courses, a number of ocuestlons

have to be answered, First, 1f a comvlete embargo were

2 UEH i "":ﬁsrﬂ’r%, “ﬁr '!’:'M_;T"M ™ m P T

rapldly achieved, what would be the cost to the Sovlet
bloc a8 compared with a gradual and selective approsach.
Second, if & virtually comnlete embargo were in fact
rapidly sachieved, what would be the cost to the Western
World as commared with a gradual and selective approach.
Finally, 1if a conrlete embargo were snnounced as the
United States oblectiive for the free world, vhat effect
would such an announcement have on the degree of co-
operatlion of other countries in restricting trade to
the 3oviet bloc.

(a) Costs Qi an embargo to the Soviet bloc.

It 18 clear that the costs of an embargo to the Soviet

bloc would be greater, in the short run, than the costs
of g rrogram of progressively tightening our trade
controls., The Soviet bloc receives value for the goods

it exports to the West, or 1t would not contlnue to

export them, Apnraised in the longer run, however, it

18 less

S K
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is less clear that the Soviet bloc would be hurt by an

early embargo. Self suffieleney is a consclous ob-

Jective of the bloe. The rate at whieh thlis goal is 77

e

achieved, however, inevitably depsnds in gocd measure

on the pressures from outside; 1f we had beenfsuccessful
in cutting off crude rubber fram the Soviet bloe some
years ago fo; example, the project for synthetic rubber
factories iﬁ the Soviet Union woﬁld probably be more
advanced tﬁan it is now. The same 1is true of other
eritical produects. TUnlike the situation in the West,
the Soviet bloe with its tightly controlleé patterns of

consumption, would have virtually no problem in finding

within its own boundaries outlets for goods which are

now exportecd.

(v) Costs of an embargo to the Western World.

Some aspects of the cost of an embargo to the Western}
World are subject to a rough kind of measurement; others
can only be appralsed in qualitative terms. If trade
were abruptly terminated witﬁ the Soviet bloc, the first
job confronting the "estern World would be to achieve a
drastic reshuffling of its trade patterns; indispensable
goods denied to the Western World by this action would
have to be found slsewhere, while markets would have to

be found for a variety of Western products now absorbed

in the Soviet bloc.
- The goods
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The goods from the Scviet bloc‘for which alterna-
tive sources would have to be found are, prinecipally,
coal, wheat, timber, coarse grainsg potash, meat, and
sugar. Price considerations aside, alternative sources
might be found: in the United States for coalj in the
United States, Canada and possibly other countries for
wheat; in Argentina and the United States for coarse
grains; in Argentina for meat; in Cuba for sugar. Al-
;hough‘part of the timber could be made up from the
United States and Canada the world supply shortage would
make alternative sources for the full amount difficult

fo»find. Any undertaking to supply thése products from

the Western Hemisphere to be meaningful would need to be

agéompanied by firm commitments that Western Europe's
needS‘would not be subordinated to United States domestie
needs ih any domeéticlallocation scheme. Moreover, the
coarse grain demand could only be met‘if the Unifad
States were prepared to risk a éignificant decline in
animal feedingstuffs availsble here, hence in domestic:
meat supplies. Wéstern Europe's woodpulp and paper needs
coulé not be met unless‘the Western Hemisphere cut back
substantially on current paper use.

The effect of imposing Western Europe{s.added re-

gquirements on the Western Hemisphere's strained supplies
would be

SECRET
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would be either to drive prices up, precipitate the

need for more drastic price controls and rationing
here, or both. These costs aside, the amounts which

i Western Europe would have to pay in replacing the
essential supplies now obtained from the Soviet bloe
would be on the order of $150 millions more than they
are now paying for these goods.

Another element of the cost involved in a quiek
embargo arises out of the free world's loss of markets.
For many products, no problem exists. The $400 millions
spent by the Soviet bloc for rubber, cotton and wool in
1950 would presumbably readily be paid by the United
States. The problem of providing markets for the type
of product typified by Iecelandie fishy, that is, products
not in acute short supply which are produced by highly
protected industries is far more difficult to solve.

One aéded aspeét of the costs of an embargo which
is subject to rough measurement is the transitional
problem of disposing of partially fabrieated machinery
being produced in the Western World to Soviet bloe
specifications. While no figures are available to in-
dicate the value of these products, a first approxima=
tion can be derived from that fact that annual sales of
these products tc the Soviet bloe have run at about

$200
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$200 millions. The losses on the sale op scrahping of
such products could thefefére be managed.
The'n6n=monetary economie costs of an embargo are
probably more important than the aetual dollars ine-
volved. Direct controls would have to be established
in fields in‘which they are not now needgd; European
cooperation would have to be channeled for a time into
dealinp with crises of our own making, a supple monetary

economic ald propram wonld have %o be devised and divided,

absorbing some of the energles required to mount the
' defense program and the rearmament effort.
(e) E:gg world reaction to complete embargo.
The answer to this question éan be méde unequivocally.
An United States smnouncement that its objective was a
cormlete embérgo of the Soviet bloé would materially im-
bair éur efforts ﬁo obtain the cooperation of the rest
of the free world on measures aimed at limiting the
‘strength of the Soviet bloc, The reaséns for this con-
clusion have been indicated in earlier sectiohs ofvthis
réporto The rest of the Western World hss very much more
to lose than we, in sny severence of economic ties, many
countrlies gre much more Immedistely faced with the prospect
of attack and invasion; some, though hostile to or fearful
| | of the
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of the Soviét blee, are publicly cormltted to a policy
of formal neutrality. Many countries of the Wéstern
World who would agrée to specific measures directed at
retardiﬁg the buildup of the war potential of the Soviet
bloc, if these measures were presented 6n their merits,
would reject the same measures if they were expressly
labslled as steps In the direction of complete embargo,
If the United States ware unileterally to launch
a complete embargo, without parallel sction on the part
of the restvof the free world, the only significant
result would be the temporary gratification of an ele-
ment of United States public opinion. United States
exports to the entire Soviet bloc now run st the rate
of less than 41,000,000 monthly and provide nothing of
real significance to Sovliet war potentisl. Imports might
be reduced, in order tocut off a source of dollars us-
able to purchase strateglc commodities in other parts of
the world, or for subversive purposes, but such an oper-
atlon would be ineffective without an effectivelprogram
to sterilize Soviet gold holdihgs, ebout which there 1is
1ittle the United States can do unilaterally. Any
benefit to be pained from completing the American em-
5argo on exports at this time, in terms of_satisfﬁing a
public demand for action in time of crisis, would slmost
certalnly
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certainly be offset by an incrsased Amarican dissatls-
faction in the early future with the fallure of our

allies to take similar action and a resulting strain

‘w

on our relatlions,

Lastly the danger that & complete embargo may
precipltate new or Intensified millitary action by the
Soviet bloec in afeas such as Indochina and the Malay
States 1s a risk which 1s difficult to appralse but cone
which rnust be weighed heavily in ths balance,

2. Export Controls

Given the varying vulnerability of the Soviet bloc
from sector to sector and the known limitations on multie
lateral actlion, export cqntrol measurss eppiled selectively
appsar to offer the best method for curbing the growth of
the Soviet war potential., It 1s also the area in which
most progress has been made both domestically and inter-
nationally,

(a) U.S. Controls. TIhe United States imposes

an absolute embargo on shipments to the entire Soviet
blec of arms, munitions and implements of war, atomiec

energy materlals, o bread range of Industriel machinsery,

P R W, i o M e jh:p'.-¥‘mlm< i i B ol il o s e !«.#l,.!;.;, - as-:i‘:;’ﬁ:h:“ pididinsssscu B st A it EE U R b

equipment and materials of highest strategicAimport"nce
for the development of Soviet war potentlal and an in-
creasing number of goods which are in short supply in

this

W U -
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this country. Several hundred additional items cannot

be exported to the Soviet bloc without a iicense‘and
licenses are customarily denied. A de facto embargo

thus extends to all direct shipments of goods of recog-

L

nized strategic significance, Careful screening, end-
use checks and a procedure for penslizing those vho violate
export control regulations nave also been instructed in an

attempt to control the indirect shlpments throurh other

I T T . 1

non-Soviet countries.

In the case of Cormunist China, Manchuria and MNorth

r

Kérea, the U.S. embarfo extends to alk commodities and
‘controls almost as severe are exercised with respect to
adjacent entrepot points, especially Hong Kong and Macao. .

A proposal for a further extension of U.S. export

controls, short of complete embargo, 1s currently before
the National Security Council., It would be a useful p;e-
caution at this time to require export licenses for all
shipments to the entire Soviet bloc, in order to keep them
under close scrutiny énd to enable immediate cut-off if
propossd shipments of particular 1téms seeﬁ excassive.
On the other hand, 1t would appear to be unnecessary aﬁd
unWise, in view of the probable reactlon ebroad, to change
the existing standards of control or substantlially to
widen the area of de facto embargo although it is clearly
| | | desireble
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deslrable to prevent or limit the oxport of specific
1tems additlional to those now controlled whenever
necessary for security reasons or to protect stocks
of goods in short supply. Adequate procedures already
oxist for extending controls in these casas,

United Stétas export control policy should be based
on the recognltion of the fact that the major problem
at thlis time Is to expand 2nd strengthen the controls
exerclsed by other nations, and that American leader-
ship to that end cannot be exercised effectively if 1t
appears that our pollicy and objective is virtusl embargo
arainst the Soviet bloc. The concept of "economic de-
fense" as distinet from "economic warfare" should be
maintained. However 1f new internctional CQVelopmehts
require additional measures, the U,S, should be in a
position to lead the way toward more extensive controls,

(b) Western Kurope. All of the major industrial

and trading nations of Weétern Europe, except Sweden and
Switzerland, participate with the Uhited States and Caneda
in & secret Coordinating Committee (COCOM)1l/ which meets
in Paris, for fha purpose of developing apreed inter-

national

1/ In sddition to the United States end Canada, the Con-
sultatlive CGroup and 1ts Coordinating Cormittee include
the Cerman. Federal Republic end the following NAIO .
countries: the Unlted Kingdom, France, Italy, Belgium,
Netherlands, Luxembourg, Norway and Denmark,
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national export controls. A large measure of agreement
has besn reached among these countries, much of 1t in

very recent months,

L)

fhe European countries in the Coordinating Committee
embargo - to the Soviet bloec, including China and Horth
Korea, all shipments of arms snd munitions, atomlc energy
materials,.and also about 85 percent of the present U.S.
list of,embérgoed l1tems and 25 percent of the U,S° 1ist
of quantltatively controlled items. DMNost of the re-
Vmaining items on the U.S. control lists will elther be
subjected to quantitative limitation on shipments to t he
Soviet bloc or are being watchedvin order to determine
whether restriction of shipments is necessary. In all, . }
Wastérn Eurdpean'controls In one form or anocther extend 'kﬁdkk£@7 ?
to over 90 percent of the U.3, security lists,

In addition to imposing selectiva embargo and 1lim:-
tetive controls on trade with China and North Korea, the
Western European countries have taken action Jointly with
the United States to see that shipments of ﬁetroleum are
not maede to China from sources outside the Western European
and North American zreas. A number of Western Europesn
countries also embargo a2ll trade with North Kores.

When the agreements so far reached through COCOM are
compared with the concluslons on Soviet vulnerability

summarized
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summarlzed eaflier, it i1s clear that impressive progress | ém
has-élready been made in arreeing to'deny or to limit to E
the Soviet bloec the goods 1rn which the bloe 1is especlally B

vulnerable, Where £aps exist In the arreed COCON controls,

LY

- they =re due Principally to two factors° One of these is
. tne fact that the princimal producers of some strateric
£oods such as tin, rubber and iron ore, are not in cocoM
end are unlikely to paerticipate in coordinated controls
in the foresecable futurs, The other factor is that,
thus far, the COCOM céuntries have arreed to extend the
Scope of their control activities to itéms which contri-
bute to the reneral economic base of the Soviet bloc, but
hsve concentrated instesd on materials more directly re-
latec to its war-making potentisl, Ihis latter factor
explains COCOM'g limited ection to date on such items
as construction and conveyinp equipment, transportation
equipment, coal mining equlpment and electric power=-
generating installations,
| Any proposal to extend appreciably the existing
8ystem of agreed Internationaul controls will encounter

real
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real resistance from the other participants in COCOM,1/

There are three prerequisites for any successful negoti-

da

ations in this direction. First, we must avold actions
which sppesr to other countries as tantamount to econOmié
warfare on the Soviet bloc; this would seriously hamper
our negotiations for further cooperative f-uctio‘n_° Second;
the finsncisl means end administrative machinery must be
at hand to deal with the »nroblems of economic adjustment
which other countries would face 1n any further diminu-
tion 1n Last-iost trade; these are dlscussed more fully
- below. Finally, if the list of controlled iltems 1s to

be extended substantially to cover types of machinery

and equipment, not now controlled, the COCCl countries
must be persuaded that circumstances now justify efforts
to restraln the rate at which the Soviet bloc 1s bullding
its broad economlc basé, in addition to its war—-equipping

industries proper.

In addition

1/ During recent negotlations with the British and French
and subsequently with the other COCOM countries, it
was understood that there would be no further whole-
sale extension of export controls unless changed in-
ternational conditions demanded a drastic shift in
policy in this field. Thls understanding was last con-
firmed at a meeting of the Consultative Group on November
29, 1950, the day before the Communist Chinese aggresslon
began in North Korea, The understanding has reference
to the level of iInternational controls and not to those
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In additlon to these measures taken through COCOMN,

steps have been taken In the North Atlantic Ireaty

Organization to control exports of scarce materisls re-

quired for the defense programs of the lorth Atlantic

"

Treaty nations. The main purpcse of the ection is to

T TEEET

’ ensure that materials vhich are not at preseht prohibited
6r effectivély controlled by other measures and which are
clearly required for the NATO defense program are not
exported eastward. These arrancements are still in an
early stare of development and the extent ﬁo which they

may make 1t unnecessary to sxpand other control measures

cannect yet be determined,
. Perhaps the most ufgent and most difficult problem
. faced in the effort to meke international export controls

more affegtive 1s thet pressnted by transshipments and

lrregular trade. Agreement has been reached after numer-
ous technical'discussions in COCOM on various methods to
control transshipments, but the measurés reéommended are
not yet fully in effect and may be found impracticable

in some countries. The problem of Western Germany 1s
particularly‘acute. Not oniy are border controls inef-
‘fective.but the arbitréry character ofithe division between
the Eastern and Western gzones has, as indicated earlier,
cut across nztural préduction and distribution areés, ac-

centuating
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centuating the econcmic consequences of an embargo and
- hence stimulating evasion. Although the United States
can take some measures unilaterally to limit irregular
operations of this sort, really effectivs sctlon depends
upon effective internation cooperation,

In sddition to this acﬁion by the countrles rspre=
sented In the COCOM and the WATO efforts are being made
in ccooperation with the British and French to obtain an
expanslon in the equrt controls exercised by Sweden and
Switzerland, So far, these couhtries have undertaken to
control shipments of the hirhest strategic importance and
certalin types of transit movements, Although these‘tram
ditlonal neutrals will probably not agree tc adopt controls
as extensive as those imposed by other western European
nations, further expsnsion in the scope of their present
controls may well be achleved and effcerts to this and
should be continued,

The question of expanding the membership of COCOM is

under active consideration and it appears likely thsat

Portugal, and perhaps Greece and Turkey, will be invited
fo parti_cipateo None of these countries exports signi-
ficant amounts of strategic goods to the Soviet bloc, but
there may be advantages in obtaining wider cooperation in

controls over transshiprments and irregular trade movements.

In addition
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In addition fo agreeing on export control lists
and on methods for limiting transshipments, the COCOM
countries have agreed that trade apgreement commitments
with the Soviet bloe should not in tﬁe_future be allowed.
to frustrate the 1ntarnationaliy-agreed security controls,
These countries have also agreed to exchange Information
concerning thelr current trade nefotiastlons with bloec
countries, especlally with respect to the Foods most de~
sirea by the bloc; and the U.S, has urged an expansion
of the COCOM staff for this purnose,

Consideration has been riven to the possibility of
sponsoring some form of thoroughgoing bloc-trading by
the Western vworld in its trade relations with the Eaét.
It seems clear that en Internationsi trading corporation
or similar organizatlonal arrangements are not administra-
tlvely feasible while East=West trade renains ét or near its
present lévels.v Nevertheless, there are clear advantages
to be galned by fostering a much greater coordination of
Vestern trade agreement neéotiations, perhaps even td the
point eventuélly of bulk ?urchases to meet total Western
needs for a criticeal cémmodity such as Polish cosl, In
additidn, the bargaining power of the participating coun-
Eries should be strengthened by their opportunlties to
buy necessary goods ocutside the bloec and find substifute
markets in the free ﬁorld without substantial economice

gacrifice.
(e) Other
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(c) Other Countries, Ihe trade of many non-

Western Luropesn countries with the Soviet bloe is now

under review, Althourh some instances of shipment of

v

strategic items may be found, 1t is not expected that
y | the magnitude of trade with the Soviet bloc will be
significant enough to require extensive nerotliations with
these countries, In most of these casas the problem of
streteglec shipments can be solveéd bstter by U,S, or
Western Europs purchasing and steclipile prorrams, than
by the development of a parallel export control policy
by the country concerned,

There have been in the past some instances of Latin
American shipments to the Soviet bloc 6f goods of stra-

tecic importance; these have included export of petroleum

toAChina and of copper and quartz crystal to the Soviet
bloc, In &ll such cases, the United States has promptly
recelved the coopsration of the countrieé concerned in
terminéting such trade., The subjeét of security export
controls will be discussed further with the other American
Republlics at the forthcoming Foreirn Miniéters Conference
in Washington. Such a discussion should cover not only
the movement of specific stratesric commodities from these
counéries to the Soviet bloc, but alsc the means of avoid-
Ing the use of Latin America as & transshippinp}point to

the bloc,
Approved For Release 2000/08/29 : CIA-RDP79-01143A0004001 s Beetslative
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(d) Lerislative Policies., From the first,

Congreés has taken an extensive interest in the securlity
axport con trols exercised by other countries. This

v,interest hes crystallized In two statutory provisions,
the so=called Cannon Amendment to the»Supplemental
Appropriations—Act of 1950, and Section 117(d) of the
Economic Cooperation Act of 1948, Both measures are inm
tended to insure that the U.S. wlll not extend economic
or'financial aid to a country which by its own exports
1s frustrating ouf efforts to deny strategic roods to
the Soviet bloc.

The use of the kind of pressure which bargains U,S,
ald for cocoperation must'be’judicious° For some coun-
trieé, the costs of cutting off twade with the Soviet
bloc bulk so larre and the fear of retaliation.is suffi-
ciently well grounded that, if pushed to & decidbﬁ, they
may underteke'commitmcnts they will not enforée, or.even
refuse U,S, =14, rather than move further in the direction
of overt economic warfare, S8uch action can thus imperil
greater U.S, security objectives, and lead to the loss
of potential allies in time of actuzl warfare,

3. Preclusive Operations

Since the Soviet bloc relies upon the outside world
for significant quantities of certain basic materials and
hirhly
SECRET
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highly fabricated products, there sre possibillities of
enraring In preclusive buylns coperations to cut off the
supply of these products to the bloe. Operations of this
wort caﬁ fake sevaral forms; the principal technliques and
their anplicability to the present situation are describved

below:

(a) Government-to~Covernment purchase agresments,
One technique which the United States practiced to séme
extent in World Wwar II, is to negotlate with governmenté,
from whose territories the Soviet bloc obtains 1ts sup=
plies, contracts under which the supplying government
would undertﬁke to sell 1ts total production to friendly
countries and to deny any of its production to the Soviet
bloc., Under present circumstances, however, this techni-
que can only be applied to a limited degree., [he Soviet
bloe 1is vulnerable principally in two areas: in the supply
of hishly fabricated menufactured products, such as oil
field equipment, electric power installations and machine
tools; and in the supply of =z limifed number of raw mate=-
rials, notably, coper, rubber, tin, cotton and wool.
Government-to-government purchase agreements are im-
practicuble for highly fabricated ménufactured products,

since these products are typically manufactured to speci-

flcation and are not sold in bulk.

. Government-
Approved For Release 2000/08/29 : CIAHRBRT9-01143A000400110002-5
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Government-to-rovernment buying 1s much more prac-

tleal for copper, rubber, tin, cotton and wool, However,

‘these are all commodities which are short in the free

world. Accordingly, 1f we are to maximize supplies to

LY

the free world procurement of these nroducts rust be done

¥ in such a way as to stimulate thelr production and max-

TR T T T T T T

imize free world supplies. Most countries wlll cooperate

fully with us., On the other hand, some important suppli#?l
while willing to provide incressed quantities of these
products to the Unlited States snd other friendly countries,
would either refuse outright or exact exorbitant economic
and political concessions before they wcuid agree to s
negative covenant, requiring them to deny these products
to the Soviet bloc,

This last reneralization is illustrated by the cases

of rubber and tin; Ceylon and Indonesia, while willing to

U -mAwnp ;ww; *nw

increase their shipments to the fres world, strongly re-

slist efforts to preciude all shipments to the Soviet bloc, i

‘ Anothqr major limitation on QOVernment-to-government h
buying is thaf 1t induces undesirable demands on the part %
of supplying countries, which are less likely to arise in %

connection with normal procurement operations. The type

= 1,!;;". 4

of demand most likely to be made as a price for a

Fovernment~
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government=to-government commitment‘not to sell to the
~Soviet bloec 1s the demend that the buying governments,

in return, guarantee certain specific goods to the selling
government; this type of barganing makes difficult any
attempt to ensﬁre an equitable distribution of scarce
commnodities In the free world,

Accordingly, in the use of rovernment-to~government
buying 0peﬁations the object_should be to insure that the
aim of precluslon does not Interfere with the moré pres="
sing objective of maximizing free world supplies and thus
- result In net harm to the econcmic strength of the free
world, Nevertheless, the possibility of preclusion must
always be kept In mind as a desiréble by-product of an
arrangement almed essentially at procurement.l/

~(b) Othgr preclusive operations. 1In additlon to the

e —

govarnment=to—governmenf procurement sctivities described
above, there are two other distinct types of purchase 6p-
erations. One_of these 1is prGCIusive buying in friendly
or neutral countrles of the world; the other is covert
purchases in the Soviet bloé itself,

Both these techniques differ greatly from normal
procurement operations and must be conducted either‘dis-
creetly and at times secretly. One prerequisite for a

successful

l/Thesé same conclusions appiy in gmneral to intergoverﬁ=
mental allocation agreements.

Approved For Release 2000/08/29 : GHASBH79-01143A000400110002-5

—— T —

—

gy

5 g



Approved For Release 2000/08/29 :SE|AHEDP79-01143A000400110002-5
oly8A~
successful operatlon of this kind i1s that the infla-
tionary effect of such buylar must not be so great as
to endanger legitimate snd sssential procurement op-
eratlons belng conducted elsewhere in the world.
Another is thet the coperation should seek to svoid stim-
ulating incfoased production In the areas in which con-
ducted, |
These prgrequisites narrow substantially the field
where prezlusive buyling can be really effective. Never-
theless, among those raw materials the Soviet bloc must
obtain through 1ﬁports, a fsw offer possibilities for
successful precluslve buying\operations,‘ In pgeneral,
these are materiasls cof small bulk but high unit value
end are commodities cf relatively few sources of supply.
They are also commodities the denial of 2 comparatively
smﬁll amount of which could impalr the Soviet wsr potential.
For example, diamond buyers located In each of the princi-
- pal diamond markets and the ma Jor dlamond producling areas,
1f liberally supplied with funds, c culd probably intercept
g8 simificant part-of the Industrial diamonds now reaching
the Soviet bloc. The total inflationary effect on the
econonmy of ivWestern countrles and on the cost of our own
war effort resulting from such an operation would be
negliglible. Similarly with jJeweled bearings: the scarcity
of skilled

| SECRET
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of skilled labor for their manufac?ure suggrests the
possibility of purchases In the aréas supplying the
BSoviet, notably Switzerlaend,

Although preclusive buying is not a promising

nechanlism for denylng strategle manufactured goods in
reneral, 1t may be possible by nurchase to intercept  ©
key items of machlinery desirned to Scviet specifications.
Of even grester Importance would be the preemption of
the productive facllities of countries supplyling these
aroducts to the Soviet bloc by placing forward orders
in’'sufficient volume to utilize these facilities com=
pletely. In some cases, it might even be possible to
purchase the facllities outright,

The cpportunities at this time for successful under-

cover purchasing of goods in Soviet orbit areas are more

difficult to appralse than those for preclusive buying

outside the bloc. This subject should be considered

further by the appropriate agencies of this Government,
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4. Denyin~ ifundes Lo the Soviet Bloc
N

The Soviet bloc obtairs in several ways the funds
with whleh It buys the “estern Vorld's roodes and finances

sronasandg, esnlionage and sabotage. The bloc has available

’ certain liquld assets ineclrding bank denoslits In Vestern
, countries, sun=lles of currency of Vestern countries, and

zold. These recources can be augmented by nes garnings

which the bloc manares to ¢ through l%s merchandise

O
e
I
&)
c <
D

traede with Lhe Wesl, -nd by its current gold mining nro-
auctlion, .

Theoretically, t he abillity of the Soviet bloec to use
any of these funds could ho Imnaired. Attemnis could be
made %o locate ond nlace vrder conirol assets nhysically

loested in the Vest, includlng any assets sarned in the

future tarougi: the cale of —oods; and obstacler could be

nlaced ir the way of taelr using thelrp iold nreductlion .
and recerves,

() Blocking Soviet assete. There is nothing

Lo nrevent the United States from blocking the assets of
ne Zoviet-bloc countries subject to our controls; we have

alrsady dons so with resnect to Co-munist China's assets.

Howsver, the sums involved arc believed to be Inslgnificant.

Accord'nﬁly the »rineisal irmact of the order would be
on future earnings. Since the Soviet bloe then could not
retain conirol of the funds it nignt earn by selling goods

In the

Approved For Release 2000/08/29 : CIA-RDP79-01143A000400110002-5




ApproVed For Release 2000/08/29 : CE:BRR79-01143A0004001 10002-5
51 |
in the United ftales, such irports would cease; this
conclusion might ho guallified to the extent that our
hlmckinr nollicy nermiited ‘he arranrement of unecific

harter deals rmtually astractive to the United States

and the Sovieb hloe, bDut thiis 1s 2 minor gualification at
v beete Accordingly, the wicdom of instituting a blocking

regulation depends largely unom = broader quecililon, namely,

651

the wisdom of terminating nited Stzues trade vith th

Soviet bloc,.

Blocking and related action b ihe Uhited States
could also have the ectfect of denying to the So&lot bloc
Lhe nrivilege of ueins mited Ctates dollars in the settle=~
ment of Lhelr international transactlons dﬁtQide'the/United
Gtates. Bul the loss of :hile facility would be of 1ittle

[od
a

gnificance unless accomranied by narallel action from

e

2

certain other ey couniries in the Dlecking of Soviet‘funds,

For examnle ars long as the Soviet Zloe was Iin 2 nosiblon

S0 o’fer Swies france Lo Lhe world, thev could finance

their trade through Swies franes slwoct as easily as through

dollars. The procncet of obtwin{ﬁg she nocessary degree of

cooneration from Swibtzcrlind offectively to deny the Soviet
1

‘bloe the »nrivilegs of usins 8vles francs is remote. 1In

additlon, as a member of thie so-called "traneferable ac-
count system", ihe USSR Lg in a nosition to spend freely
in the sterling area and in certsin couniries assoclated

with

STCRET
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vwiLlh the area, earnin;e acqulred b- 1t 1h any couniry In
the =-roun. It might be nossible to obtain the sterling

areafs agreemont to drop the USER from the trancsferahle

account system, DBut this latter =eassure, like unilateral

P

U,S. action, would Le of minimal sipnificance in itself.

.

v Effective internationsl actlon 1limiting Soviet
freedom in the use of tﬁe Vest 'z currenclers would seem to
denend unon 2 nrior decislon of the countrles of the VWest
that & drastlc reduction or rirtual cassatioh of trade
with the Soviet bloc e Jdesirable. Once thils declslion

were made, however, more dircct trade controls would be

available to achleve the resvlt, TEffective financial

measures,‘such as bloclking, mlicht then bevannlied,‘ancillary

Lo thege direct trade contrcls,.

(v) Denying she Soviet bloc use of its gold.

' Golid 1s one of the Soviet bloe's most I-mortant potential
mecans of commanding goods and services In the veet, Con-
servatlvs estimates nut the gold reserves of the Soviet
bloc nd its satzllites at about (3 billion; annual gecld
preduction ig estimated ab an-roximately 1200 millions.
Almost all of thesce reserves are probably in the USSR.

Gold has an aceentablllty even greater shan that of
dollars In mény areas of the world, notably Lhe Niddle
and Far Tast, Its source ig difficuls to trace. It can be
used

LCRE.
ALK,

Approved For Release 2000/08/29 : CIA-RDP79-01143A000400110002-5




Approved For Release 2000/08/29 : GLAG831%79-01143A000400110002-5

=53 _ .
used in cash transactions, avolding official surveillancs.

It makes aﬁ 1deal form of mayment for underground activi-

-,
LLOC o

The USSR i: renorted to be making a conesiderable

L] . B
effort to establish and malinta’n channels for the reale of
v #0ld In Western Fnurone, Satellite airlines are renorted

shisning zold clandestinely %o Parls, Brussels and
Amsterdam; French and Pritish gold colns are reported
belng counterfeited iIn the Dloc and shinned for use In
dutside areas,

A program for the effectlve suporession of Sovlet
bloc gold saleé vould neceesarily Involve two major llines
of sction. First the United States and other couniries
would have Lo cease buylng gold from the Sovieﬁ bloc and
from third countries whiceh have had -~old dealingé vith the
Sovieﬁ bloc, and would have to cease =elling gold destined
for the bloc. Second, the free markets for zold which
exist in many countrics of the world and on which the
Joviet bloc has heretofore primarily relled, would have to
- be curtalled or sunpressod.b

The nroblem ol obtaining the coonecratlion of other
countries in limiting officlal Lransactions in‘Soviét
gold cannol be cseparated from the broad nolicy of guch
countries with respect so trade with the Soviet vloe, It
1s unlikely that real cooperation could be obtained in

limlting

SECRIET .
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limiting there officlial gold transactions unless countiries

were prenared to take the Tull sten of blocklng Soviet
assets and Instituting a de¢ factc embargo on trade with

the Soviet world,

The United States could take unilateral action
¥ apalinst Soviebt pold. Thils could be done either by blocking

all Soviet assets or by measurecs chort of a comnlete
blucking operatlon.‘ If Soviet assets were blocked, we
would treat the proceeds frrom any sale of Soviet gold to
the United States ihe came as tlie proceeds of any other
cormodity. Immortatlon of gold would be nermitted ohly
against payment in blocked dollars., This 1s the principle

currently apnlied to Chinezo zold. Any unilateral actlon,

however, would be of limltazd effectiveness to the extent
that other couniries were nrepar:zd toc ontinue to take
Soviet gold and to sell esgential sunnlies against the
proceeds of the sale of gold.

The United States might attempt to obtain international

WY

conperation by such drasti: means as a declaration by the

Unlted Cttates that we would buy no gold from any country

fistieey

unless it refuses to nurchase Zoviet gold. Such a step

would be difflicult to justlfy unless we were wiiling te

$o even further and refuse generslly to trade with any

country which traded with . the Soviet. Furthermore, such

action with respect to gold alona would probably be of

ol ik o B S

~very

' TOIRTY
Approved For Release 2000/08/29 : c%ﬁ%-m 143A000400110002-5




Approved For Release 2000/08/29 : CIAR5178-01143A000400110002-5

55

very limited effectlveness in forecing other countries to
curtall trade with the Soviet bloc and might well have
imnortant adverse imnlications with regard to *h@'abll ty

of the United States to use itrs own pold for the acquzsition

e

of egesentlal immorts.

The curtallment of Soviet ~old rales in the nrivate

<

“markets cf thev"orld notably those of the lddle and Far
Tagt, would be difficult ecven with the cooneration of the
covernments of ithose zreas, However, the nossib.lilty of
ocbtaining rome measure of cooneratlon in limiting suéh
sales le somewhat greater than vhe nrospect of cooperation
in bloeking Soviet funds in gencral. Some 6f these measures,
sucii as those almed at the c-up sreselon of free~gold trans-
actlons in general, coulﬁ be ouvllcxd assoclated with the
International Yonetary Wund objectives of stabllizing
exchange rates and of nrotecting monetary reserves; such
an association would render those measures more nalét&ble
to other countries, Pﬁrthermore, transfer of the proceeds
of gold sales Into currenciss other than those obtalned
in thé countries Iin wvhich the gold was sold could be re-
stricted Ly avoropriste exchange control meésures. Possihle
action in respect to Sovliet gold sales in nrivate markets

is worth further exoloration.

5. Placklis

(.‘1“
[ "
o
B

d l-lc ~1 .1’
St
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5. Blacklisting
The dévelopment of a blackliet Ls a mesns of enforcing

\.otner measures whi ch havb been put in effect to deny re-

sources to the covlet alocv he nurnese of the list depends

s S
- on Lhe nature of tihese other mossures. or examnle, in
w “enforecinz export controls, 8 1list hes already heen devel-

a

ooed of domeuuin consijznors and forelgn c@nsignees Quspegted.
qf helping in the evasion of thosge controls; tranéac%iéns
fnvpivfng'sgch_cersdns are nrohlblted overe subjected to
éartibuiarly careful scrutiny. Such & lict might also be
deveIOpéd to enforce the blocking of Soviet bloc fugds;'
drafts drawn by sueh nersons on dbllar‘?uhds ﬁight be
épecially screened, Similarly a "black l;ﬁtﬁ could be used
td reinforce shibning restricticns, irmmort restrictions
or oﬁheﬁ measures wilich were a nart of an‘ecoﬁomic défenve
IreIram. In Ltb extreme Porn, g cconeolidated 1iet coult
be develooed of nersons or corporatlions, at home or abrcad
who should be treated in all respecﬁs as aneﬂy allenu.

The need for an claborate biackli Ling ooorat*on is
much less lﬂnortant in the sresent mmergencv 11"han Lt wasyg
during World Viar II. On ohe other }and there is need
_for a continuou~ imorovement in enforcement technique

' The,information wh;ch the Lommerce Denartment has already

GOMﬁiled in “he enforcement of its export combtrols shoulﬁ be

- merged
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‘merged with that develoning out of thé Treasury Devart-

mentts fund control work and should be'supplemented by the
information avallable tc "CA and the intolligenco agencies,

; ) " . ' i
o obtaln such @ centralized body of information, work

3
™ i ’ > L]
of two ¥inds l1g necded., & central blackllsting file
> shiould bo devzloned and malntained vy an onerating agency

and a central pollcy groun should be formed to make
: ‘ ' ‘ S
[d@clsions on the means of aurumen.ing exlsting intelligence,

[

ha*ﬁse Lo which such Intelllgencz would be nut, the

w

‘.ﬂé‘

40 liclea to be followed In eoxchanging information with
ﬁqreign covernments, and the cxtent 5o vhich international
bl“CRlluuln" should De attempted. Such a cormi ttee would

ﬂrooably operate hest under the Iinteragency administrative

atructure proposed in the recommendations.

6. Control of Technology

In the lonz run, -he chie? econcmic advantage the
Western world holdc over the Soviet Bloe is the advanced
étato ol Vestern tecnnolog".l/ The West is far ahead of the

ioviet Jloc in the rum)er of {te tralned scientists and

w

groductlon speciallists. We ars capable of using there

'speéialists

-A/ Tnis section does not deal with ihe enforcement of
" security classificatlions aprllcable Lo technical cata :
~ eclaesified by the United States Covernment. Nor does 1t <

. 4 Y . s L=
deal with theo problem of protecting data which might be L
used by the ”oviet bloc for sabotage or actual warfare, -
such as information on U.S. o’ants, Theese are securfty o

. nroblems dlrectly related to the srevention of ‘esnionag
' whieh 1s outside the scone of thls paper.
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\*poclalis,u bo,d intensively and exiensively to a rmch
sreater degree than the U.3.5.R.; we can mobilize greater

ekill to meet a martlcular nwoblem and ve can deéj with

i
G

8 \1der range cf nrch]em« at any glven tlme. )

The enormous extent towhich the “oviet bloc ha° 50
far relizd unon Western t echnclogy ié ovident from the
Studv of the Soviet bloe vulnerablility, attached as jhb 1.

“An effectlvs em oarﬂo on ths ex»ort of technoloxy ﬁo'ﬁhe
.-uoviet bloc would have a ﬂ“a°uraglo delerrent ef fGCu on
1ts econqmic srowth,

There are, however, obvious inherens di fficul les

Involved 1n nreventlrg sclentific and technlical infopwation

fron réachihg the blee. Such information usuailj takes
‘a form difficult to lntercoﬁt--a concept in someoﬁe}s mind,
a formﬁla, a model, o single bluenrint, or a bundle of
plans. Once thecc end-produchs are in pbsseséiéhfof;thé
‘Soviet bloe, unlike & ton of copper or harrel of oil,
they can be used not once bub repeétedly; In additipn,
.gince effective measufes to nrevent the Ieakage'of.sEien,
tific information to the Soviet bloc vould necessérily
;QVélve_limitations on‘interchange within the Wesﬁerﬁ world,
g major pfohlem is to ensure that ahy measures adoptéd
| gre more costly %o the Soviet bloc in terms of teghnb—
loglical advance than to the free natiqhsfof_the w@riﬁ.

e ' | ' o - 'The
SECRET
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The adventageé to the Vest of restricting the dis-
,seminatioh of"information are greater for detalled
technic 1 information on upecif c uroduvtion wrocecsew
thaq for information wihich ls in she nature of abstract

sicience° The Soviet blocts mreatast de Piciehcy is in
abstract sclence. Accordingly, the meaeurec'uﬂken 50

fhr have been directed primarily a2t res trvcteng date in
t&eue annlled flelds,

Sinee 1949, the exnort of anj technical data relating
tb the pr oduction or use of commodities hasAbeen under
gan@ral llcense, althou h thls standby ceﬁtrol has ehly
neen imnlemeated so far by inviting “exhorters" of tech-
d%logy to seek an‘advisory qninion of the Denartment of
Commerce on thc advisabllity of exporting any such data.
ﬂhx° voluntary nrogram has been excrudx;ﬁ]y useful in
blockin@ the exnort to the uoviet bice or other unde°irabla
rec;p&ents of varlous tynes of unoublished technology.
Tﬁere-is ﬁom under conqideraLlon & wvonosal to put Sefeening
of more Iimportant tvne°>0f unnublished technology on & |
mendatory vasis. The aroblem 13 to dev;se a technlquc
:whorﬂ nrincloal effect is not silwmmly to create a new im-
pediment in the shipment of technlcal data to friendly
c?untries‘aﬁd nrosvaective allies. If a satisfactory o»rogram

’ | can be

i i A SFECRLT
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éan be devlised, 1t would be désifsble to attemnt to persuade
the other natiéns of the frse worid to adoyt parallel
‘éontrols. In any case, 1t 1s’prcbably desirable to re-
quire inéividuai licenses for the expori of & @chlical
data now exsorted under general license in order to have

v - lepal & retlons égainst viclators. Ib‘aid in sﬁch‘an

embargo,‘thercensorship of mall to Commﬁnist deatinationg

" should be consicered,

or "drops
In addition to t he aqtual and nrosnecltlive licensing
measures>digcussed;above, the natenting abroad of inven~
tlons made in the Unlled States ig Subjéct to license by
fhe Patent'Officc. Tais llccn ing prof wiure ls supple-
.mented by the power of the’ vart of Lhe‘Patént Cffice‘to
 requ1re that an inventlon on wh;ch an_anpllcationkis £1led
be kept ecret for as 1ong as the nasional in;ereét ré»
'quires. Similar laws also exlst in a number of éther
_indusﬁrialized countries. Here again,.margllel enactmenss
Qnd‘polieieé wouid b useful in countries where such:
1egiélation does not exist.
hlle dlscussion so "er has dealt with information
h*ch ls not ord*nar‘ly published, there are alsoﬁyarious
ossibllitles in the sunpression of informatlon which
might noérmally be nublished. It is hoped thatka "Voiuntary
éroﬁram for :the Protocctlon of Technical Informabion » TOW
beling gi#en‘wide publicity by the Denartment of Commerce,
Lo | S winn
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ﬁill producé useful resulcs Lhrough a'jgdicious_procegs

of screening mzterial prepared for nublication_and‘
'voluntarily subriitted by edltors and publlshérse

‘For controls in this fleld to be meaninbful t hey

nuct al°o ex*end Lo the movement of person The 1n-
$ _fqpection of ,ho olantu of American covmanleq and overseas
subsidiarles by susnected foreign agents must be Drevented.
Moreover, travel abroad bv American scientlfic'and tech-
nical ﬂersonnel 1likely to I=mart information to Soviet
bloc agente qhould e carefully limited. '[he great risk
to be avolded in this flel@, ac in others relating to

the exéhange of technlcal =and scientific 1nformation; is
the rick of impeding the interchange among friendiy
fcountries to a'degreé which rore than offsets the'benefits
of dényiqg suclh Information to the Lloc.

7+ Shipplng Controls,

- Controls in the shipping nield gserve to suppleﬁént'

exvort’controls. njnce the degres of effectiveneqs of

,shipping controls 1s dependent u»non the degree of cooperation
of the various maritime powers and unon the extent tQ wh;ch
wg»are nrepared to resort to such belligerent acts as
'biockade and contraband control, the potentlalities are
somewhat llmited in the present "gray periodﬁ.

3 -

‘AnélySis
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 Ana1ysiE of revistration of world merchant shipping

indiecates that the o\nershlp of ﬂub Lant;al tonnages 1is

n the hands of thosc who could rot bc exnected to cooper-

Y v

‘ ats'voluﬁ arilj in drastic measures to‘ieny shipniﬁﬂ to

" the Soviet bloc. A surming a ILS» of nrescribed commodiu;es
énd orohibited destlnauxonv, and some form of coordinated

exoort licenﬂnu Ly the ﬁaItLCLUQE’QL countries, 1t should

qe feasible for each ¢ ountry to control the exnort of

\domﬂoditiev from Lts own ports in the qblps cf all non-

L

‘participating countrlies. The effectiveness ol cormodity
controels enforcod by s hipping controls wouia'varﬁ‘gccording
éc the tonnége of couhﬁries‘participat?wg. This would
fgnﬂe'fromFVQ% of world tonnage, if'commodity controlsk
‘ape implemented only by NA”U countries, to approximateiy
95 if =uch conLrolu are put lnto effe"t by all maritime
eountries outside m the Soviet bloc.
The only actions that have been,taken Lo date in the

»fleld of shinping are (1) the U.S. Yaritime Adminlstratlon
Qrder forbldding U.S. flag vessels to cal].a t Chinece

norts or to make avallable thGLr tacil‘“ies for the trans~
pprt of»any cargoes to Communist Chinese destinatlions and
(%) iSﬂuanoe of General Order 59'o€ the T.S. Maritihe
Administration which nrohibl*s the ch ar,er, without specific
1iccnse, of U.u.’flag’vessels to satellite operators, S0

" long

£
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long as ships of other flags continue tc trade vith

wis Bt
4

China, however, the cconom!lc effect of the U.S., action

can be largely rullified. A similar of tuation wouid

W WM W W WD o

resull if the U« nlone were to extend its embargo on
‘SuLDOLnU to the U.S«S.Re ana its Furoposn satellltes,

v In view of the Tact that partioibation by all non-
| Soviet oountrleo in enlpping; and commodity controls
cannot be expected, certain Indirect controls on non-
partlelpating shipping could be applied which would heve
sorme value in curtallling shipmeﬂt o? strategic items
from non=-partliclpating countries to tho countries of the

-Soviet‘blooo The most effective control of such shippling,

short of naval blockade, would be apnlication by the

FATO and other participa ting governments of the World

Wer II warrént éystem, ‘Undor this system ships"operators
would undertake to operate in asccordance with NATO ob=-
Jectives, or suffer the loss of bunkering and other shore
facilities and of access to insurance markets and financial
accommodations under jurisdiction of participatlng countrliesg.

- There is certain to Le 1eakageo A small amount of

uncontrolled tonnaga can move substantial amounts of

critical ltems of a concenLraLed nature and shlpning In-
torests would be offered tempting rewards to engage in
bootleg trades. To be effective, ths controls used must

be enforced risidly and the "blacklisting” of unrellable

consignees

: 4 SE '
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-consignees made possible by a competent.intelllgenée
system, As a posslible means of meeting thles situation
consideration shoulé be given to . he feasiblllty of setting

1 uo.a cargd cont rol along the llines of the ﬁrwtish navicert
system of World Var IT. That system, however, depended
on Zhe Fmitish naval blockade for enforcement. Whether
bther sanctions in liéu of naval blockade, such as

denial of access to port facilitles, insurance markete
éhd financial accomodations would bse adequate should he

?
further explorecd,

TUTORTCTERT W COWEN PR OWmT OmNE WY W e

8, Civil Aviation

United Stgtes policy regarding relations with the
- Sovlet bloc is set forth In NSC 15/5. It covers two
- prinelpal polnts, Any exchenge of alr rlghts with a
member of the Sovliet bloc should be on a reclprocal and
short-term basls, oﬁly for these routes of the world on
which some real advantage would .derive tO'the West, and
only on the baslis of nrodeing no more than m*nimum
'facll;ties to the satelllte lines Moreover, the TeS,.
obJective should be to deny alreraft and aircraft parts,
and maintenance ’ac*litie° Lo the Soviet bloc to the
maximum extent possible.
The U.S. has bean using every opnortﬁnity to urge
these nosftionﬁ on vhe other countrizs of the world,
particularly Lhan of western Turope. Partial success

has
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has so far been achieved. The remainlng steps short of

ok

i
F.
=

complete success In urging the adeption of thls policy

are not of sufficlent imyortance to justify any significant

! change in nresent tactics.

T

9. Posltive Prorrams for Feconomic Strengsth

U,

In concentrating upon the measures of denlal and
restralnt on which thir renort has primarily focussed,

1t is easy to overlook the faet that the strongest weapons

G Gl

In our arsenal.are the positive cnss, the weapons walich
are directed primarily at adding to the strength of tLie
free world, rather than primarlly at weskenlng the Soviet
bloéa These measurcs are particularly lmportant because
they are¢ the surer means of strengthening ouf ties with
othep friendly countries and of convincing neutrals of
the sincerity of our purpose 1ln achleving peace and
eédnomic betterment.,

In one way or another, the ma jor fac&ts of our present
-foreign economic pollcy are aimed at that objectJvea
Point IV ‘the Puropean Recovery Program, the Trade Agree-

ments Program, and the various programs of grants and

|
i
E
I

loans wnich the U.S. have fOSuGPOd are all designed ro

i

bulld otrength and cohicsiveness in the free world.

The relevance of these prosrams to our foreign poiicy
~has been Increased rather than lessened by the present
emergency. By strengthening the economic and politiéal

fabric of the countries concerned, we can hope f or more
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- fbrthrlght stands by those COuntrieé in thelr relatlonshlp
. to the Soviet bloc. More specifically, our objectlve

should be to ensurs that U.S, economlc ald pro:rams are

aimed at bullding up =sources of supply in thevWestarn
world which decrease its demendence on the Soviet bloc
¥ - and augmeht 1ts suponllies of sﬁrategic materlals. Our
Point IV programlshould be dlrected to building up the

health and literacy of the peoples in those parts of the

‘world where discontent and disaffection of the west is

baseﬁ in part on disease and lgnorance. our trade barriers
program should be desirned to a gcreater degree than hereto-
fore Lo assure that the surpluses produced in some countrles
of the Wesﬁern_world will be merkoted in other Western

world areas from which trade barrlers now bar them, These
objectlives call for t he adjustment and extenslion of the
ﬂﬁeaceful" aspects of our economic forelgn poliéy, rather

than ﬁheir subordination and neglect.
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